Despite the effects of political instability on the economy, political instability also asserts an important influence on the financial sector of a country. In other words, rising political instability in a country is likely to deteriorate the financial system. Political turbulence is likely to affect the risk-return profile of a country and it can also boost the required rate of return of current and future investments. This situation is likely to discourage the incumbent government from reducing taxes and increasing government expenses due to the rising costs of domestic and foreign borrowing rates. Consequently, the deceleration of economic activities in the market will decrease living standards in the long term (Gunay 2016) . In the literature, most empirical studies in the finance field have focused on the effect of political instability on stock markets due to the availability of data. Chan and Wei (1996) conducted a study on the Hang Seng index in Hong Kong and documented the effect of positive political news on the returns of the Hang Seng index. Their findings revealed that while positive news affected the returns positively, negative political news had a negative effect. Focusing on the Greek stock market, Alexakis and Petrakis (1991) found that there was a significant relationship between political indicators and the performance of the Greek stock market index. As stated by the study of Barro (1991) , in periods of political turbulence, entrepreneurs with a risk-averse perspective are likely to shift their investments to other countries that offer more relative safety and less risk. More recent studies by Wang (2019) , Hillier and Loncan (2019) and Charfeddine and Al Refai (2019) have indicated that stock markets are adversely effected by rising political tension in both domestic markets and in the international arena.
Although a large body of literature has associated the decline of the Venezuelan economy and financial system with political factors (see Vera 2015; Bolton 2016; Littman 2016; Merke and Feldmann 2016; Cannon and Brown 2017; Dachevsky and Kornblihtt 2017; Buxton 2018) , the authors are not aware of any studies that have attempted to evaluate this association quantitatively using modern econometric techniques. In other words, it remains unclear in empirical terms whether and to what extent political risk has affected the financial risk in Venezuela. Therefore, the main innovation of the present study is that it fills this gap in the literature by establishing time-series-based models to explore the causal effect of political risk on the economic and financial risks in Venezuela using the wavelet coherence approach. Thus, it is anticipated that this study will initiate a new debate about the concept and the empirical findings derived from the modern econometrics technique will provide remarkable implications for the policymakers in Venezuela. Since the present study employs the wavelet coherence approach, it allows both the short-run and long-run causal effects of political risk on the economic and financial risks in Venezuela to be captured. The Venezuelan economy has been characterized by volatility and various economic shocks resulting from decreasing oil prices and mismanagement (bad governance). Table 1 presents the major political and economic events in Venezuela that have occurred over the period 1985-2018.
Data and methodology
Since the main innovation of this study is that it investigates the time-frequency dependency of political risk, financial risk, and economic risk in Venezuela, a distinctive dataset is used-the political risk index, financial risk index and economic risk indexsourced from the Political Risk Services (PRS). While the financial and economic risk indexes are constructed on the basis of 5 components, the political risk index is constructed by 12 components. The scores for the economic risk index and financial risk index range from 0 to 50, where 0 indicates a very high-risk environment, and a score of 50 points indicates a very low-risk environment. However, the score of the political risk index ranges between 0 and 100. The descriptive statistics of the financial risk and economic risk variables as well as their codes are presented in Table 2 . Figure 1 illustrates the political risk, financial risk and economic risk indexes for the case of Venezuela over the period from 1984 to 2018 on a quarterly basis. Undoubtedly, the performance of Venezuela in terms of political, economic and financial risks was vulnerable. As shown in Fig. 1 , Venezuela was in a position of moderate risk in regard to the political environment between 1985 and 1998. However, under the presidency of both Hugo Chavez and Nicolas Maduro-the period between 1998 and 2018-the political risk index in Venezuela deteriorated; in fact, the performance of Venezuela with regard to political risk was the poorest among Latin American countries. In terms of economic and financial risk indexes over the period of 1985-2018, the economic environment in Venezuela was better in comparison to the financial conditions. However, from 2012 onwards, economic risk and financial risk indexes in Venezuela experienced a downward trend due to the global crisis, political vulnerabilities in the country, the reduction in the Venezuelan credit rating, high inflation and internal protests. These factors clearly indicate why the economic performance and financial system deteriorated in Venezuela.
In 2018, Venezuela found itself in a position of high risk with regard to the economic environment and very high risk with regard to the financial environment. Therefore, Fig. 1 clearly illustrates the negative effect of rising political uncertainty in Venezuela on both financial and economic risks. Moreover, rising political tension in Venezuela moved economic and financial risk levels from a moderate to a very high-risk environment. The present study investigates the time-frequency relationship between political risk, financial risk and economic risk in Venezuela using the wavelet approach initially developed by Goupillaud et al. (1984) . Therefore, this allows the present study to determine whether the political vulnerability in Venezuela significantly caused economic and financial instabilities. "The main innovation of the wavelet techniques appears where the decomposition of one-dimensional time data into the bi-dimensional time-frequency sphere is allowed" (Kalmaz and Kirikkaleli 2019) . This allows the identification of both the long-and short-run relationship among the time-series variables. A multi-scale decomposition method brings out a natural framework to show frequency-dependent behaviour for exploring the connection between political risk, economic risk and financial risk in Venezuela.
The present study uses a wavelet ( ψ ) approach, which is a part of the Morlet wavelet family. The simple equation of ψ is as follows:
where "frequency, represented by (f), and time or location, represented by (k), are the main parameters of the wavelet. While a wavelet's particular location in time is the fundamental character of the k parameter, the frequency parameter controls the distended wavelet for localizing various frequencies. By transforming the wavelet equation, ψ k,f can first be constructed" (Kirikkaleli and Gokmenoglu 2019) . The equation of the wavelet is transformed by adding frequency and location parameters, as shown in Eq. 1:
After adding the time-series data p(t), the equation of continuous wavelet function is as follows:
Equation 2 is regenerated as Eq. 3 after adding the coefficient ψ to the equation:
To detect the vulnerability of economic, financial and political risk in Venezuela, the wavelet power spectrum (WPS) is used in the present study.
In the next step, the time-series variable is transformed by the cross-wavelet transform (CWT) approach, as presented in Eq. 5 below;
where W p (k,f) and W q (k,f) indicate the CWT of two time-series variables (Alola and Kirikkaleli 2019) . The equation of the squared wavelet coherence is as follows:
where R 2 (k,f) ranges between 0 and 1. Whenever R 2 (k,f) approaches 1, it indicates that the time-series variables are correlated at a particular scale, which is surrounded by a black line and depicted by a red colour. On the other hand, when the value of R 2 (k,f) approaches 0, it indicates that there is no correlation between the time-series variables and is denoted by the colour blue (Kirikkaleli 2019 and Alola and Kirikkaleli 2019) . However, obtaining the value of R 2 (k,f) does not provide any way of distinguishing between positive and negative correlations; thus " Torrence and Compo (1998) postulated a means by which to detect the wavelet coherence differences through indications of deferrals in the wavering of two time series" (Pal and Mitra 2017) . The equation of the wavelet coherence approach is constructed as follows:
where L and O denote an imaginary operator and a real part operator, respectively.
Empirical findings
In the present study, to identify the behaviour of the country risk indices, namely economic risk, financial risk and political risk, and to capture the time-frequency dependency of (i) political risk and economic risk and (ii) political risk and financial risk in Venezuela over the period from 1985 to 2018 on a quarterly basis, wavelet power spectrum and wavelet coherence techniques are employed. With reference to Figs. 2, 3 and 4, "the white curve corresponds to the cone of influence referring an edge under which the wavelet power is discontinued, and therefore hard to infer. The thick black contours refer to the wavelet power spectrum, significant at the five percent level, where significance test results are obtained by the means of Monte Carlo simulations. The colour referring to the power spectrum varies from red (strong) to blue (weak). " (Hamdi et al. 2019, page 175) . With reference to Figs. 2, 3 and 4, all country risk indices exhibit some commonality in terms of the wavelet power spectrum. As can clearly be observed, the indices are significantly vulnerable, but at different time periods and frequency levels. During the global crisis period in 2008-2009, the financial and economic risk indexes in Venezuela exhibited high power. Figure 4 portrays that there was no vulnerability observed in the political risk index in Venezuela between 2003 and 2013; this was due to continuously rising political tension in Venezuela, as shown in Fig. 1 . However, between 2013 and 2018, it is clear that there was significant vulnerability in the political risk index due to significantly rising political tensions during the Maduro Presidency.
To capture the causal effect of political risk on financial and economic risks in Venezuela over the period from 1984Q1 to 2018Q4, the wavelet coherence technique is applied in this study and the findings for this approach are illustrated in Figs. 5, 6. The approach, derived from mathematics, combines information about both time and frequency domain causality approaches to obtain previously hidden information. Thus, the present study allows both short-run and long-run causal linkages between political risk and economic and financial risks in Venezuela to be captured. It is important to mention that since the wavelet coherence approach works well if data are noisy, nonstationary, and have several volatility shifts and structural breaks, the political risk, economic risk and financial risk variables are used at levels in the wavelet-based models. While cold (blue) represents no correlation among the variables in Figs. 5, 6, warmer coloured areas denote high dependency among the variables. In the wavelet coherence analysis, the direction of the significant causality is represented by arrows surrounded by the With reference to Fig. 5 , as the arrows are pointing rightward and downright between 1998 and 2008 at different frequency levels, this indicates that economic risk and political risk are in phase. Moreover, as those arrows are pointing downright between 1994 and 2008 at relatively long-term scales (low frequencies), meaning that the economic risk index is led by the political risk index, this indicates that political risk is an important predictor for economic risk in Venezuela. As can be seen in Fig. 6 , in the long run (low frequencies), the rightward pointing arrows indicate that changes in political risk in Venezuela lead to changes in financial risk. The main difference among the figures is the colour difference or strength of the correlation in the white cone-shaped curve. In other words, the correlation between financial risk and political risk is greater than the correlation between economic risk and political risk, indicating that political risk significantly effects Venezuela`s ability to pay her debts.
Conclusion
Although there is a consensus on the adverse effect of political instability on economic and financial dynamics in Venezuela, no previous studies have empirically examined the effect of political risk on economic and financial risks using the wavelet approach, which allows this study to explore both the long-and short-term causal relationship between political risk and economic and financial risks in Venezuela over the period of 1985Q1 to 2018Q4. The outcomes of this study reveal that significant vulnerabilities in political risk, economic risk, and financial risk are observed at different time periods and different frequency levels. Moreover, the present study also underlines the importance of political risk for predicting economic risk, since the empirical results reveal that political risk holds a strong power for explaining economic risk from 1995 to 2005 in the long run, whereas between 1984 and 2010, economic risk and political risk are positively correlated at different frequency levels. Finally, in the long run, the outcomes of this study show that changes in political risk significantly lead to changes in financial risk in Venezuela. Therefore, policymakers in Venezuela should control political tension in the country in order to achieve sustainable growth and obtain a sound financial system. Despite providing strong and consistent empirical outcomes for the case of Venezuela, further research should consider how this argument can be advanced by focusing on different developing countries.
